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1,

OATH OR AFFIRMATION

Neil J. Gagnon

swear (or affirm) that. to the

best of my knowledge and belief the accompenying financial siatement and supporting schedules penaining to the firm of

Gagnon Securities, LLC

Dec

as of
ember 31, 2001

. are true and correct. | further swear (or affirm) that neither the company

nor any panner, proprietor, principal officer or direcior has any propricwary interest in any account classified soley as that of
A customer, except as follows:

(A,
. Seemwe
/7 President
Yak
M&W (- 2Fo e~
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N MUR
m'y pu“’cy Siale oer\?etv YOF'

- 3 = e
is report®® contains (check all nppha.blc boxa)

(a) Facing page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

" (d) Statement of Chanyey iy RixandarCondinea: Cash Flows: -

(e) Statement of Changes in Stockholders’ Equity or Panners’ or Sole Proprictor's Capml

() Staternent of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital

(h) Computation for Determination of Reserve Raqmrcmenu Pursuant 1o Rule 15¢3-3.

(i) lnformation Relating 10 the Possession or control Requirements Under Rule 15¢3-3.

() A Reconciliation, including appropriste explanation, of the Computation of Net Capital Under Rule lScJ-l and the
Computation for Daermination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation besween the audited and unaudited Statements of Financial Condition with respest 10 methods of con-
- solidation.

()] AnOuhorAﬂ'umnm
(m) A copy of the SIPC Suppiemental Report.
(n) Arepondmubm;mmnunlmduqmnafoundtomorfomdtohvcmedmdtdntonhemomwdu

**For conditions of confidential tresment of ceriain portions of this filing, see section 240.17e-3(eX3)-
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Grant Thornton &

.ccountants and Management Consuitants

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Member of
Gagnon Securities, LLC and Subsidiary

We have audited the accompanying consolidated statement of financial condition of Gagnon Secuities,
LLC and Subsidiaty (the “Company”) as of December 31, 2001. This consolidated statement of financial
condition is the responsibility of the Company’s management. Our tesponsibility is to express an opinion
on this consolidated statement of financial condition based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the statement of financial condition is free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the statement of financial condition. An
audit also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall statement of financial condition presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the consolidated statement of financial condition referred to above present fairly, in all
material respects, the consolidated financial position of Gagnon Securties, ILLC and Subsidiary as of
December 31, 2001 in conformity with accounting principles generally accepted in the United States of
America.

6 oA NSIR L WK

New York, New Yotk
February 5, 2002

60 Broad Street
New York, NY 10004

T 212.422.1000

F 212.422.0144

W www.grantthornton.com
Grant Thornton LLP
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Gagnon Securities, LLC and Subsidiary
CONSOLIDATED STATEMENT OF FINANCIAL CONDITION

December 31, 2001

ASSETS

Cash and cash equivalents

Govermnment securities owned - at market value

Investment - at fair value

Receivable from related party

Receivable from clearing broker

Furniture, fixtures and leasehold improvements, less accumulated
depreciation and amortization of $228,755

Other assets

LIABILITIES AND MEMBER’S EQUITY
Employee compensation payable

Accounts payable and accrued expenses
Deferred rent

Commitments and contingencies

Member’s equity

Total liabilities and membert’s equity

The accompanying notes are an integral part of this statement.

$ 754,621
1,993,460
250,000
345,187
342,878

1,063,257
44,560

$4.793.963

$ 183,153
462,025
94,991

740,169

4,053,794

$4.793.965




Gagnon Securities, LL.C and Subsidiary
NOTES TO CONSOLIDATED STATEMENT OF FINANCIAL CONDITION

December 31, 2001

NOTE A - ORGANIZATION

Gagnon Securities, LI.C and Subsidiary (the “Company”), formed in November 1999 as a continuation
of a portion of the brokerage business of Gilder, Gagnon, Howe & Co., LLC, 1s a registered broker-
dealer with the Securities and Exchange Commission (“SEC”) and became a member of the National
Association of Securities Dealers, Inc. on June 1, 2000. The Company is principally engaged in 2
customer commission business, introducing all customers to its clearing broker pursuant to 2 fully
disclosed clearance agreement and is therefore exempt from the requitement of SEC rule 15¢3-3 under
paragraph k(2)(1). The Company intends to engage in proprietary investing activities.

NOTE B - SIGNIFICANT ACCOUNTING POLICIES

The consolidated statement of financial condition includes the assets, habilities and results of operations
of Gagnon Investments, Inc. (“GII”), a wholly-owned subsidiary which acts as the Investment Manager
of Gagnon Investment Associates LLC (“GIA”), an investment company which the Managing Member
of the Company is a member of. All intercompany balances and transactions have been eliminated.

Securities transactions are recorded on a trade-date basis.

Securities owned are stated at quoted market values and the resulting unrealized gains and losses are
reflected in the statement of income. Investments that are not readily marketable are recorded at fair
value as determined by management.

Commission revenue and related expenses atre recorded on a trade-date basis.

Furniture, fixtures and leasehold improvements are carried at cost less accumulated depreciation and
amortization. Depreciation is computed using the straight-line method over the estimated useful lives of
the assets. Leasehold improvements are amortized over the lesser of the economic useful life of the
improvement or the lease.

Cash and cash equivalents include cash, money market funds and highly liquid debt instruments
purchased with an original maturity of three months or less.

No provision has been made for income taxes since the taxable income or loss of the Company is to be
included in the tax return of the member.

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions in
determining the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.
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Gagnon Secunties, LLC and Subsidiary
NOTES TO CONSOLIDATED STATEMENT OF FINANCIAL CONDITION (continued)

December 31, 2001

NOTE C - TRANSACTIONS WITH CLEARING BROKER AND CUSTOMERS

The Company conducts business with its clearing broker on behalf of its customers and for its own
proprietary accounts pursuant to a clearance agreement. The Company earns commissions as an
introducing broker for the transactions of its customers.

The Company’s clearing broker is exposed to risk of loss on customer transactions in the event the
customer fails to satisfy its obligations. The clearing broker may be required to purchase or sell
securities at prevailing market prices in order to fulfill the customer’s obligations. The Company has
agreed to indemnify its clearing broker for losses the clearing broker may sustain from customer
accounts introduced by the Company. The clearing broker seeks to control the risks associated with
these customer activities by requiring customers to maintain collateral in compliance with various
regulatory and internal guidelines. The Company and its clearing broker monitor required margin levels
and, pursuant to such guidelines, require each customer to deposit additional collateral, or reduce
positions, when necessary.

NOTE D - RELATED PARTY TRANSACTIONS

GII is the Investment Manager of GIA. Pursuant to the management agreement, GII is entitled to
receive as compensation a percentage of the net profits earned in each GIA member’s account. At
December 31, 2001, the receivable from related party in the amount of $345,187 represents the balance
due from GIA under such agreement.

The Company provides research and other operational and administrative support services to, and
executes securities transactions on behalf of, GIA.

During the year ended December 31, 2001, New York Stock Exchange, Inc. and NASD arbitrations,
relating to matters of the Company’s Principal’s prior business conducted under Gilder, Gagnon,
Howe & Co., LLC (see Note A}, were settled for approximately $350,000. The settlement expense and

certain related legal expenses were recorded as expenses for the Company for the year ended December
31, 2001.




Gagnon Securities, LL.C and Subsidiary
NOTES TO CONSOLIDATED STATEMENT OF FINANCIAL CONDITION (continued)

December 31, 2001

NOTE E - COMMITMENTS AND CONTINGENCIES

The Company 1s obligated under a noncancellable operating lease through 2009. In addition to base
rent, the lease provides for the Company to pay certain expenses. Future aggregate minimum annual
rent payments under these leases are approximately as follows:

Minimum

Fiscal rental
year commitment

2002 $ 380,000
2003 382,000
2004 385,000
2005 403,000
2006 411,000
Thereafter 1,879.000

$3.840.000

NOTE F - EMPLOYEE BENEFIT PLAN

The Company maintains a profit-sharing plan (the “Plan”) qualified under Section 401(a) of the Internal
Revenue Code covering substantially all full-time, salaried employees. The Plan is funded entirely by the
Company.

NOTE G - NET CAPITAL REQUIREMENT

As a registered broker-dealer, the Company is subject to the Uniform Net Capital Rule 15¢3-1 of the
Securities and Exchange Commussion, which requires that the Company maintain minimum net capital,
as defined, of $5,000 or 6-2/3% of aggregate indebtedness, as defined, whichever is greater. Net capital
and aggregate indebtedness change from day to day, but as of December 31, 2001, the Company had net
capital of $2,337,406, which exceeded its requirement of $49,344 by $2,288,062.
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